LISTING APPLICATION TO 

NEW YORK STOCK EXCHANGE, INC. 


B-4691 

November 25,1974 






GENERAL MILLS, INC. 


150,000 ADDITIONAL SHARES OF COMMON STOCK 
^ ^^^ncluding 44,000 shares issuable in the future under certain circumstances) 




In connection with the merger of Lord Jeff Knitting Co., Inc. into 
GMI Fashions, Inc., a wholly owned subsidiary of General Mills, Inc. 


Number of Shares of Common Stock 
Issued and Outstanding 
on October 10, 1974: 

23,804,206 

(Including 76,862 shares held in the treasury) 


Number of Stockholders of 
Record on October 10,1974: 
28,318 


DESCRIPTION OF TRANSACTION 

General Mills, Inc. (‘‘General Mills"’), a Delaware corporation, has entered into an Agreement of 
Merger and Plan of Reorganization (“The Agreement”) dated November 13, 1974 with Lord JeflF Knitting 
Co., Inc. (“Lord Jeff”), a Delaware corporation, and with each of the shareholders of Lord Jeff. Under 
the terms of the Agreement, Lord Jeff will be merged into GMI Fashions, Inc. a wholly owned subsidiary 
of General Mills. Lord Jeff will be the surviving corporation. 

In accordance with the terms of the Agreement, all of the issued and outstanding shares of capital stock 
of GMI Fashions, Inc. (all of which is owned by General Mills) will be surrendered and cancelled 
and in exchange therefor General Mills will receive a number of shares representing 85% of the capital 
stock of the surviving corporation. Robert Hoy, Herbert Zell and Lester Deschenes will retain an aggregate 
number of shares representing 15% of the capital stock of Lord Jeff (Messrs. Hoy and Zell retaining .065% 
respectively and Mr. Deschenes .02%). All of the remaining shares of Lord Jeff of each and every class 
and series, including the non-voting stock of Lord Jeff shall be surrendered and cancelled in exchange for 
General Mills $1.50 par value common stock. 

The number of General Mills shares to be received by each shareholder surrendering stock in Lord Jeff 
will be determined in two steps. At the First Delivery the aggregate GMI shares shall be determined by 
dividing $4,335,000 by the value of a share of GMI common stock, with such number being reduced by 
an amount equal to the value of investment advisers, pledge and legal fees (such fees not to exceed $100,000). 
value of the GMI common stock is determined by the average closing price of such stock for the first 30 
trading days of the 45 trading days immediately preceding the date on which the Board of Directors of 
Lord Jeff approved the Agreement, but in no event shall such amount be deemed less than $40. Approxi¬ 
mately 106,000 shares would be delivered at the First Delivery. 

The number of shares to be delivered at the Second Delivery will be determined by multiplying the 
Pre-Tax Earnings of Lord Jeff (as defined in the Agreement) for the fiscal year ending February 28, 1975 
by 85% and subtracting from said number the sum of $4,335,000 plus any additional attorneys fees incurred 
between the First Delivery and the Second Delivery (not to exceed $10,000), with the resulting figure 
divided by a number equal to the value of a share of General Mills common stock determined by the 
average closing price for such stock on the New York Stock Exchange for the first 30 trading days of the 
45 trading day period prior to February 28, 1975, but in no event shall such amount be deemed to be higher 
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than $50 nor lower than $30. It is estimated that a maximum of 14,000 shares will be issued and delivered 
at the Second Delivery. In accordance with the terms of the Agreement, 6.8% of the Company’s common 
stock delivered in the First Delivery will be returned by the recipients to the company to be held in escrow. 
The dividends payable on such shares will be paid directly to the shareholders and such shareholders will 
have the voting rights for such shares. The shares of Messrs. Hoy, Zell and Deschenes held in escrow shall 
be held for a three-year period. The shares from all other shareholders shall be held for a two-year period. 
In the event the company is entitled to indemnification from the escrow fund, the General Mills common 
stock will be returned to the company and will be held as treasury shares for general corporate purposes. 

Simultaneous with the closing. General Mills will enter into four year employment contracts with 
Robert Hoy, Herbert Zell and Lester Deschenes employing such individuals as President, Vice President 
and Vice President-Finance of Lord Jeff respectively. The employment contracts provide for salaries 
commensurate with salaries of other General Mills employees with compaiable duties and responsibilities. 
Each employment contract also provides that the employee may earn an annual bonus based on the attain¬ 
ment of management objectives. 

Simultaneous with the closing. General Mills and Robert Hoy, Herbert Zell and Lester Deschenes will 
enter into an Agreement Among Shareholders (the “Shareholders Agreement”). The Shareholders Agree¬ 
ment provides General Mills with an option to acquire the remaining 15% interest to be held by the 
minority shareholders. The option may be exercised any time during the period beginning June 1, 1979 
and ending 30 days after the determination of earnings for the fiscal year ending in May of 1984. The 
purchase price under the option w ould be paid by issuing additional shares of the Gompany s common 
stock. The Shareholders Agreement also provides that the minority shareholders or any of them has an 
option to require the company to purchase their minority interest. In such event, the purchase price may 
be paid by issuing additional shares of the Gompany’s common stock or in cash at the option of General 
Mills. Both purchase prices are determined by a formula contained in the Shareholders Agreement based 
on the future increase in earnings of Lord Jeff. The maximum value for either option is $7,500,000. It is 
estimated that no more than 30,000 shares of the Gompany’s common stock would be required if either 
the company or the minority shareholders exercised an option contained in the Shareholders Agreement. 

General Mills regards the proposed transaction as favorable because it will enable General Mills to 
increase its revenues and earnings from its Fashion Division. General Mills, through its officers, employees 
and agents, has investigated the financial conditions, properties, management and markets of Lord Jeff. 

No officer, director or principal stockholder of General Mills or any of its subsidiaries has any direct or 
indirect beneficial interest in Lord Jeff. 

For accounting purposes. General Mills will treat the transaction as a “purchase”. Peat, Marwick, 
Mitchell & Go., independent public accountants of General Mills, have reviewed and approved this treatment 
as being in accordance with generally accepted accounting principles. 

A brief description of the history and business operations of Lord Jeff is included in this listing 
application as Exhibit A. The financial statements of Lord Jeff for the 12 months ended February 28, 1974 
have been included in this listing application as Exhibit B. The financial statements of Lord Jeff for the 
five months ended July 31, 1974 have been included in this Listing Application as Exhibit G. 

REGENT DEVELOPMENTS 

Since the latest interim report of General Mills, there have been no important developments affecting 
General Mills or its business which have not already received publicity. 

AUTHORITY FOR ISSUANGE 

The Board of Directors of General Mills, Inc. by resolution adopted at a regular meeting held on 
July 22, 1974, as amended at a meeting held on October 27, 1974 and November 25, 1974, authorized (i) 
the execution of the Agreement of Merger and Plan of Reorganization, (ii) the listing of the General Mills 
Gommon Stock issuable pursuant thereto, and (iii) the issuance of the Gommon Stock to the stockholders 
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of Lord JeflF upon the effectiveness of the merger. No further corporate action is required of General Mills, 
Inc., GMI Fashions, Inc. or Lord Jeff in connection with the foregoing. 

OPINION OF GOUNSEL 

James M. Neville, Associate Counsel for General Mills, has filed in support of this application his opinion 
to the effect that (1) the shares of General Mills Common Stock to which this Listing Application relates 
have been duly authorized for issuance and, when issued in accordance with the terms of the Agreement of 
Merger and Plan of Reorganization will be validly issued, fully paid and non-assessable; (2) no personal 
liability will attach by reason of the ownership of said shares either under the laws of the State of Delaware, 
where General Mills is incorporated, or under the laws of the State of Minnesota, where the principal place 
of business of General Mills is located; (3) the shares of General Mills Common Stock being delivered to 
the recipients are registered pursuant to the Securities Act of 1933 by including such shares as part of the 
Company’s Registration Statement No. 2-49637; and (4) no registration of the shares of General Mills 
Common Stock under the Securities Exchange Act of 1934 is required by reason of the fact that shares 
of the same class have been registered under the said Act. 


General Mills, Inc. 

By James M. Nev^le 

Assistant Secretary 


The New York Stock Exchange, Inc. hereby authorizes the listing of 150,000 additional shares of Com¬ 
mon Stock, $1.50 par value, of General Mills, Inc. upon official notice of issuance in connection with the 
acquisition of an 85% equitable interest in Lord Jeff Knitting Co., Inc., making a total of 24,752,586 shares 
of such Common Stock authorized to be listed. 

Merle S. Wick, Vice President James J. Needham, Chairman of the Board 

Division of Stock List New York Stock Exchange, Inc. 


EXHIBITS 

These exhibits constitute an essential part of the Application. The statements of fact contained herein 
are made on the authority of the applicant corporation in the same manner as those in the body of the 
Application. 


EXHIBIT A 
History and Business 

Lord Jeff Knitting Co., Inc., a Delaware corporation, was incorporated in 1969. The company is a 
manufacturer and distributor of men’s knitted outerwear and sells to retailers throughout the United States. 
The company has two wholly owned subsidiaries, Lugine Knits, Inc. and Academy Knitters, Inc. In addition, 
the company has a 50% ownership in Swiss Knitting Mill Corp. 
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LORD JEFF KNITTING CO., INC. 
FINANCIAL STATEMENTS 


« « 4 « « 


FEBRUARY 28, 1974 
AND FEBRUARY 28, 1973 


May 1, 1974 


To the Board of Directors of 
Lord JeflF Knitting Co., Inc. 

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements 
of income and retained earnings (deficit) and of changes in financial position present the financial position 
of Lord JeflF Knitting Co., Inc. and its subsidiary at February 28, 1974 and 1973, the results of their operations 
and the changes in financial position for the years then ended, in conformity with generally accepted 
accounting principles consistently applied. Our examinations of these statements were made in accordance 
with generally accepted auditing standards and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. 


Price Waterhouse & Co. 
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LORD JEFF KNITTING CO., INC. 

CONSOLIDATED BALANCE SHEETS 

(Note I) 

ASSETS 


Current assets: 

Cash (Note 5) . 

Inventories (Note 2) . 

Due from factor (Note 6) . 

Advances to employees . 

Prepaid expenses . 

Miscellaneous accounts receivable 


February 28, 


1974 

1973 

$ 100,665 

$ 73,025 

2,863,577 

1,988,035 


91,487 

12,309 

25,851 

63,786 

61,269 

54,070 

52,292 


Total current assets . 3,094,407 

Investments in and advances to 50%-owned companies (Note 3) . 123.371 

Fixed assets, at cost less accumulated depreciation and amortization of $330,501 in 1974; 

$255,960 in 1973 (Note 4) . 880.832 

Goodwill, at cost . 460,334 

Deferred charges and other assets. 255,147 


$4,814,091 


2,291,959 

145,400 

559,161 

460,334 

255,329 

$3,712,183 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current liabilities: 

Bank loan, due and paid in March 1974 (Note 5) . $ 250,000 

Due to factor (Note 6) . 18,144 

Accounts payable and accrued expenses . 1,449,438 $1,401,747 

Current portion of long-term notes payable (Note 7) . 125,639 88,889 

Income taxes payable (Note 11) . 350,200 18,732 

2,193.421 1,509,368 

Long-term notes payable (Note 7) . 593,888 577,778 


Deferred income taxes (Note 11) . 26,853 12,853 


Stockholders’ equity (Notes 8 and 9): 

Common stock — $.01 par value, authorized—1,000,000 shares; issued — 312,500 
shares . 3,125 3,125 

Class A stock — $.01 par value, authorized—125,000 shares; issued—113,000 shares 1,130 1,130 

Class B stock — $.01 par value, authorized — 12,000 shares; issued — 12,000 shares . 120 120 

Capital paid in excess of par. 1,661,059 1,661,059 

Retained earnings (deficit), per accompanying statement. 334,495 (53,250) 

1,999,929 1,612,184 


$4,814,091 $3,712,ia3 
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LORD JEFF KNITTING CO., INC. 

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS (DEFICIT) 

(Note 1) 


Net sales . 

Expenses: 

Cost of goods sold . 

Selling . 

General and administrative . 

Warehouse and shipping . 

Factor commission and interest (Notes 5 and 6) . 

Interest on long-term debt (Note 7) . 

Charges to adjust investments in 50% companies (Note 3) 


Income before provision for income taxes and extraordinary item . 

Provision for income taxes (Note 11) . 

Income before extraordinary item . 

Extraordinary item: 

Income tax reductions arising from utilization of net operating loss carry-over 
(Note 11) . 

Net income for the year . 

Deficit, beginning of year . 

Retained earnings (deficit), end of year. 

Earnings per common and common equivalent share (Note 12); 

Earnings before extraordinary item . 

Extraordinary item . 


For the year ended 
February 28, 


1974 

1973 

$12,698,777 

$9,224,642 

8,788,533 

6,312,867 

1,000,374 

882,694 

846,473 

715,653 

777,128 

633,810 

476,733 

287,107 

40,258 

40,992 

6,533 

25,055 

11,936,032 

8,898,178 

762,745 

326,464 

375,000 

183,000 

387,745 

143,464 


148,600 

387,745 

292,064 

(53,250) 

(345,314 


$ 334,495 ($ 53,250) 


$.89 

$.33 


.34 

$.89 

$.67 
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LORD JEFF KNITTING CO., INC. 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

(Note 1) 

For the year ended 
February 28, 

1974 1973 

Financial resources were provided by; — 

Operations: 

Income before extraordinary item . $387,745 $143,464 

Add — Expenses not requiring outlay of working capital in the current period — 

Depreciation and amortization of fixed assets . 74,542 62,347 

Amortization of deferred charges . 171,117 158,866 

Adjustment to reflect changes in equity in 50%-owned companies (Note 3) . 6,533 25,055 

Deferred income taxes (Note 11) . 14,000 12,853 


Working capital provided by operations . 653,937 402,585 

Working capital provided by extraordinary item; 

Income tax reduction arising from application of net operating loss carry-over. 148,600 

Decrease in advances to 50%-owned companies (Note 3) . 15,496 

Increase in long-term notes payable (Note 7) . 16,110 

Total resources provided. 685,543 551,185 


Financial resources were used for: 

Decrease in long-term portion of notes payable (Note 7) . 88,889 

Advances to 50%-owned companies (Note 3) . 2,863 

Purchases of fixed assets (Note 4) . 396,213 7,787 

Increase in deferred charges . 170,935 151,858 


Total resources used . 567,148 251,397 


Increase in working capital (Note 14) . 118,395 299,788 

Working capital, beginning of year . 782,591 482,803 

Working capital, end of year . $900,986 $782,591 
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LORD JEFF KNITTING CO., INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Note 1 — Nature of Business and Summary of Accounting Policies: 

Nature of business: 

The company is a manufacturer and distributor of men’s knitted outerwear and sells to retailers 
throughout the United States. 


Principles of consolidation: 

The accompanying consolidated financial statements include the accounts of the company and its 
wholly owned subsidiary, Academy Knitters, Inc., which began operations in May 1973. All significant 
intercompany transactions and balances have been eliminated. 


Inventories: 

Inventories are valued at the lower of cost or market on a first-in, first-out basis (Note 2). 


Investments: 

Investments in 50% owned companies are recorded at their original costs, adjusted to reflect the 
company’s share of earnings (losses) since acquisition, and amortization over fifteen years of the excess 
of cost over net worth at date of acquisition. 


Depreciation: 

Depreciation is applied on a straight-line basis over the estimated useful lives of the various assets. 
Accelerated depreciation methods are used for income tax purposes. 


Deferred charges: 

Included in deferred charges are certain salaries and other costs relating to the design of the company’s 
line of knitted outerwear. Such costs are amortized over three years. 


Goodwill: 

Goodwill, which resulted from the excess of purchase cost over net assets acquired in 1970, is not being 
amortized currently as management considers this amount to have continuing value. 


Note 2 — Inventories: 

Inventories at February 28 include the following: 


1974 

$2,281,119 

471,572 

110,886 


197.3 

$1,547,971 

387,242 

52,822 


Finished goods . 
Raw materials . 
Work in process 


$2,863,577 


$1,988,035 
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LORD JEFF KNITTING CO., INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


Note 3 — Investments in and Advances to 50% Owned Companies: 

The company has 50% interests in two knitting contractors whose principal business is with the com¬ 
pany. As more fully described in Note 1 the company records its investments in both companies on the 
equity method as shown below. 



Lugine 

Knits, 

Inc. 

Swiss 

Knitting 

Mill Corp. 

Total 

Adjusted cost, February 28, 1972 . 

$ 96,447 

$23,106 

$119,553 

Transactions during year ended February 28, 1973: 




Share of (loss) income. 

(18,738) 

483 

(18,255) 

Amortization of excess of cost over net worth at 
date of acquisition . 

(5,700) 

(1.100) 

(6,800) 

Adjusted cost, February 28, 1973 . 

72,009 

22,489 

94,498 

Transactions during year ended February 28, 1974: 




Share of income (loss). 

3,758 

(3,499) 

259 

Amortization of excess of cost over net worth at 
date of acquisition. 

(5,700) 

(1,092) 

(6,792) 

Adjusted cost, February 28, 1974 . 

70,067 

17,898 

87,965 

Advances . 

35,406 


35,406 


$105,473 

$17,898 

$123,371 


The net unamortized diflFerence between cost and net worth at date of acquisition was $86,639 at 
February 28, 1974 and $93,431 at February 28, 1973. 


Note 4 — Fixed Assets and Related Depreciation and Amortization: 

The fixed asset accounts, the related accumulated depreciation and amortization and the estimated 
useful lives are as follows: 




1974 


1973 



Cost 

Accumulated 

depreciation 

and 

amortization 

Cost 

Accumulated 

depreciation 

and 

amortization 

Estimated 

useful 

lives 

Machinery and equipment . 

$ 704,076 

$122,018 

$422,266 

$ 75,503 

15 years 

OflBce furniture and equipment . . 

130,828 

21,712 

82,098 

16,209 

15 years 

Land and buildings .. 

32,677 

868 



25 years 

Leasehold and leasehold improve¬ 
ments . 

343,752 

185,903 

310,757 

164,248 

Life of lease 



$1,211,333 

$330,501 

$815,121 

$255,960 



Note 5 — Bank Loan: 

The company has a $500,000 line of credit vdth a bank. Bank loans bear interest at 1% above prime 
and the company has agreed to maintain compensating cash balances equal to 10% of the outstanding 
debt and 10% of the total line of credit. At February 28, 1974 such compensating balances amounted 
to $75,000. 
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LORD JEFF KNITTING CO., INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


Note 6 — Factoring Agreement: 

The company has a factoring agreement whereby all trade accounts receivable approved for credit 
purposes by the factor are assigned with absolute ownership to the factor. The agreement provides for 
a factor's commission on assigned accounts and interest on past-due accounts and on advances made by the 
factor to the company over the amount of receivables assigned. 

The amounts shown in the consolidated balance sheets as due to and due from factor are net of 
allowances for sales returns of $135,000 in 1974 and $97,000 in 1973. 

Note 7 — Long-Term Notes Payable: 



1974 

1973 

Note payable to former owner, due in semiannual instalments of 
$44,444 plus 6% annual interest on the unpaid balance. 

$577,778 

$666,667 

Note payable (purchase of land, buildings and machinery) — due in 
instalments through 1977 plus interest at 6% on the unpaid 
balance . 

141,749 



719,527 

666,667 

Less — Current portion . 

125,639 

88,889 


$593,888 

$577,778 


The covenants of the note agreement with the former owner require the company to maintain stock¬ 
holders' equity at least equal to the outstanding unpaid balance of the note. In the event of an unremedied 
default relating to payments on the note, maintenance of equity or submission of financial information, the 
noteholder may declare all unpaid principal and interest due and payable. Two oflBcers of the company 
entered into a separate agreement pledging a total of 85,000 shares of their stock in the company to the 
noteholder as additional security for the loan. 

In May 1973 the company's subsidiary purchased land, buildings and machinery from one of the 
company's major suppliers. The purchase price for these assets was $225,000 of which $90,(X)0 was paid in 
cash at the closing and the balance in notes as shown above. 


Note 8 — Stockholders’ Equity: 

Transactions in the capital accounts are summarized as follows: 

$.01 par 


Issuance of 112,500 shares at $2.00 and 200,000 
shares at $5.00, net of costs incurred in con¬ 
nection with private placement . 

Sale of options to purchase 65,000 shares 
(Note 9) . 

Issuance of 125,000 shares at $4.00, net of costs 
incurred in connection with private placement 


Capital 


Common 

stock 

Class 

A 

Class 

B 

excess 
of par 

$3,125 



$1,203,224 




650 


$1,130 

$120 

457,185 

$3,125 

$1,130 

$120 

$1,661,059 


The Class A stock is identical in all respects to the outstanding common stock of the company except 
that it will be entitled to a hquidation preference of $4.00 per share. Class B stock is identical to Class A 
stock except that it has no voting rights. The liquidation preferences of Class A and B stock will terminate 






























GIJNERAL MILLS —PAGE ELEVEN 


B-4691 


LORD JEFF KNITTING CO., INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 

at any time after the holders of Class A stock and Class B stock shall have been oflFered the opportunity 
to have their shares included in an eflFective registration statement, under the Securities Act of 1933. 

The holders of Class A stock or Class B stock may request an exchange of such shares for an equal 
mnnber of shares of common stock of the company and the fiUng of a registration statement with the 
Securities and Exchange Commission of all or any part of such common shares. If such a request is made, 
the company, upon subsequent approval of at least 40% of the remaining Class A and Class B share¬ 
holders, is obligated to promptly file a registration statement with respect to all such common shares. The 
company would bear all expenses of the registration. 

Note 9 — Stock Option Plan: 

The company’s Qualified Stock Option Plan allows the stock option committee, consisting of three 
members of the board of directors, to grant key employees options to purchase common stock at prices 
equal to the fair market value of the stock at the time the options are granted. No options shall be granted 
subsequent to July 6, 1980 and options granted shall continue in eflFect for a period of five years after date 
of grant. No options may be exercised until an optionee has remained in the continuous employ of the 
company or a subsidiary for two years. The company has reserved 15,000 shares of common stock for 
issuance under this plan. As of February 28, 1974 and February 28, 1973 options to purchase 7,500 shares 
of common stock have been granted under this plan at $5.00 per share. 

In addition, on July 7, 1970 the company granted options to purchase 65,000 shares of common stock 
to its investment advisor and two oflBcers, at a price of $5.(X) per share. These options were granted for 
an aggregate consideration of $650. The options are exercisable in whole or in part on or before July 15, 1977. 

Note 10 — Pension Plan: 

The company’s insured pension plan, which began on November 1, 1972, covers substantially all of its 
employees. The total pension expense was $33,662 in 1974 and $7,300 in 1973. The company’s policy is 
to fund pension cost accrued by making contributions to a deposit administration fund, from which annuities 
will be purchased as employees retire. There are no vested benefits until an employee has been in the 
plan for more than five years. 


Note 11 — Provision for Income Taxes and Extraordinary Item: 

The provision for income taxes for the years ended February 28, 1974 and 1973 includes the following: 


1974 1973 

Federal income tax . $321,600 $148,000 

New York State franchise tax . 16,6C0 20,000 

New York City general corporation tax . 11,800 15,000 

New Jersey State corporation business tax . 25,000 


$375,000 $183,000 


The total provision includes deferred income taxes of $14,000 in 1974 and $12,853 in 1973 arising from 
timing differences in connection with the depreciation of fixed assets. Investment tax credits, amounting 
to approximately $16,000 in 1974 and $700 in 1973, have been applied to reduce current federal income 
tax expense under the "flow-through” method. 
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LORD JEFF KNITTING CO., INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 

For the year ended February 28, 1973, the company utilized its remaining net operating loss carry-over 
of $357,000 to offset a substantial portion of its taxable income. 

Note 12 — Earnings Per Common and Common Equivalent Share: 

Earnings per common and common equivalent share are based on the average number of such shares 
outstanding during each year (437,500 shares in 1974 and 1973). Common share equivalents consist of 
the Class A and Class B stock more fully described in Note 8. 

The outstanding options to purchase 72,500 shares of stock (Note 9) do not have a materially dilutive 
effect on earnings per share. 


Note 13 — Lease Conunitments: 

During the year the company entered into a lease agreement with respect to its new distribution and 
office facilities in Norwood, New Jersey, which it began occupying in May 1973. The facilities are leased 
for 15 years with an option to renew for 10 years at annual rentals approximating $90,000. 

In addition, the company has otlier lease agreements for production facilities and computer equipment, 
expiring in 1976 and 1979 respectively, at annual rentals approximating $60,(X)0 plus certain other expenses 
including real estate taxes. 


Note 14 — Analysis of Changes in Working Capital: 

Changes in the components of working capital from the previous year are as follows: 


Increase (decrease) in current assets: 

Cash (Note 5) . 

Inventories (Note 2) . 

Due from factor (Note 6) .. 

Advances to employees. 

Prepaid expenses and deferred charges 
Miscellaneous accounts receivable .. 

Subscriptions receivables . 

Insurance claim receivable . 


Decrease (increase) in current liabilities: 

Bank loan due and paid in March 1974 .. 

Due to factor. 

Accounts payable and accrued expenses .. 
Current portion of long-term notes payable 
Income taxes payable . 


Increase in working capital 


Year ended 
February 28, 


1974 

1973 

$ 27,640 

$ 56,413 

875,542 

830,572 

(91,487) 


(13,542) 

(44,876) 

2,517 

14,854 

1,778 

9,822 


(500,000) 


(75,000) 

802,448 

291,785 

(250,000) 


(18,144) 

(295,284) 

(47,691) 

268,548 

(36,750) 

1 

(331,468) 

18,732 

(684,053) 

(8,003) 

$118,395 

$299,788 
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LORD JEFF KNITTING CO., INC. 
AND SUBSIDIARIES 


Consolidated Financial Statements 
July 31,1974 

(With Accountants’ Report Thereon) 


The Board of Directors 
General MiUs, Ine.: 

We have examined the consolidated balanee sheet of Lord Jeff Knitting Co., Inc and subsidiaries as 
of July 31, 1974, and the related consolidated statements of earnings and retained earnings and changes in 
financial position for the five months then ended. Our examination was made in accordance with generally 
accepted auditing standards, and aecordingly included such tests of the aecounting records and such other 
auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly the financial position 
of Lord Jeff Knitting Co., Inc. and subsidiaries at July 31, 1974 and the results of their operations and the 
changes in their financial position for the five months then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. 


New York, N. Y. 
October 11, 1974 


Peat, Marwick, Mitchell & Co. 
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LORD JEFF KNITTING CO. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 

July 31,1974 

ASSETS 


Current assets: 

Cash (note 6 ) . j 113,841 

Inventories (note 3) . 3,776,420 

Prepaid expenses . 206 133 

Miscellaneous accounts receivable . 32 

Total current assets . 4,128 180 

Investment in 50%-owned company (note 4) . 22 474 

Fixed assets, at cost, less accumulated depreciation and amortization of $466,096 (note 5) . 956 562 

Goodwill, at cost . 460 334 

Deferred charges and other assets . 239 147 

$5,796,697 


LIABILITIES AND STOCKHOLDERS* EQUITY 


Current liabilities: 

Bank loan (note 6 ) . 

Due to factor (note 7) . 

Accounts payable and accrued expenses . 

Current portion of long-term notes payable (note 8 ) 

Income taxes payable (note 12). 

Total current liabilities. 

Long-term notes payable (note 8 ) . 

Deferred income taxes (note 12) . 

Stockholders* equity (notes 9 and 10): 


Common stock — $.01 par value. Authorized — 1,000,000 shares; issued — 312,500 shares $ 3,125 

Class A stock — $.01 par value. Authorized — 125,000 shares; issued — 113,000 shares 

(liquidation preference $4 per share, aggregating $452,000) . 1,130 

Class B stock — $.01 par value. Authorized and issued —12,000 shares (liquidation 
preference $4 per share, aggregating $48,000) . 220 

Capital paid in excess of par (no change during period) . 1,661,059 

Retained earnings, per accompanying statement . 494,896 


$ 400,000 
363,090 
1,955,892 
117,538 
249,298 
3,085,818 
519,446 
31,103 


2,160,330 

$5,796,697 


See accompanying notes to consolidated financial statements. 
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LORD JEFF KNITTING CO. AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS 

Five Months ended July 31,1974 


Net sales . 

Cost of sales . 

Gross profit . 

Expenses: 

Selling. $531,195 

Warehouse and shipping.—. 324,308 

General and administrative. 443,183 

Factor’s commisssion and interest (note 7) . 250,877 

Interest expense . 22,143 

Equity in loss of 50%-owned company (note 4). 5,424 


Income before provision for income taxes . 
Provision for income taxes (note 12) . 

Net income . 

Retained earnings at beginning of period. 

Retained earnings at end of period. 

Earnings per common and common equivalent share (note 13) 


$6,283,489 

4,380,958 

1,902,531 


1,577,130 

325.401 
165,000 

160.401 
334,495 

$ 494,896 
$.37 


See accompanying notes to consolidated financial statements. 
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LORD JEFF KNITTING CO. AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

Five Months ended July 31,1974 


Funds provided: 

Net income . $ 160,401 

Items which do not use working capital: 

Depreciation and amortization of fixed assets . 39,629 

Amortization of deferred charges . 81,756 

Deferred income taxes .... 4,250 

Equity in loss of 50%-owned company . 5,424 

Working capital provided by operations. 291,460 

Decrease in investment and advances (note 2) . 105,473 

$ T96,933 


Funds used: 

Purchase of fixed assets . 12,802 

Fixed assets (net of applicable depreciation) of a company which became a subsidiary (note 2). 102,557 

Net additions to deferred charges . 65,756 

Current installments of long-term notes payable. 74,442 

Increase in working capital. 141,376 


$ 396,933 


Changes in working capital: 

Increase (decrease) in current assets: 


Cash . 13,176 

Inventories . 912,843 

Advances to employees . (12,309) 

Prepaid expenses . (22,284) 

Miscellaneous accounts receivable . (22,284) 

1,033,773 

Increase (decrease) in current liabilities: 

Bank loans . $150,000 

Due to factor. 344,946 

Accounts payable and accrued expenses. 506,454 

Current portion of long-term notes payable. (8,101) 

Income taxes payable . (100,902) 

892,397 

Increase in working capital . $ 141,376 


See accompanying notes to consolidated financial statements. 
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LORD JEFF KNITTING CO., INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
July 31,1974 


(1) Nature of Business and Summary of Accounting Policies: 

Nature of business: 

The company is a manufacturer and distributor of men’s knitted outerwear and sells to retailers through¬ 
out the United States. 

Principles of consolidation: 

The accompanying consolidated financial statements include the accounts of the company and its wholly- 
owned subsidiaries, Academy Knitters, Inc. and LuGine Knits, Inc. Academy Knitters, Inc. began operations 
in May 1973 and LuGine Knits, Inc. was purchased 50% in March 1970 and 50% in May 1974. All signifi¬ 
cant intercompany transactions and balances have been eliminated (see note 2). 


Inventories: 

Inventories are valued at the lower of cost or market on a first-in, first-out basis (see note 3). 
Investment: 

The investment in Swiss Knitting Mill Corp. (50% owned) is recorded at its original cost, adjusted to 
refiect the company’s share of losses since acquisition, and amortization over fifteen years of the excess of cost 
over net worth at date of acquisition. 

Depreciation: 

Depreciation is applied on a straight-line basis over the estimated useful lives of the various assets. 
Accelerated depreciation methods are used for income tax purposes. 

Goodtvill: 

Goodwill, which resulted from the excess of purchase cost over net assets acquired in 1970, is not being 
amortized currently as management consders this amount to have continuing value. 

Deferred charges: 

Included in deferred charges are certain salaries and other costs relating to the design of the company’s 
line of knitted outerwear. Such costs are amortized over three years. 

(2) Change in Reporting Entity: 

In May 1974, LuGine Knits, Inc. became a wholly-owned subsidiary when the company acquired an 
additional 50% interest therein. LuGine’s operations, which were insignificant for the five months ended 
July 31, 1974, have been included in the accompanying statement of earnings and retained earnings. The 
portion of the loss for the period attributable to the other interest acquired is included as miscellaneous 
under general and administrative expense. 

(3) Inventories: 

Inventories at July 31, 1974 included the following: 

Finished goods. 

Raw materials 
Work in process 


$2,503,558 

988,808 

284,054 


$3,776,420 
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LORD JEFF KNITTING CO., INC. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS — (Continued) 


(4) Investment in 50%-owned Company: 

The company has a 50% interest in a knitting contractor whose principal business is with the company. 
As more fully described in note 1, the company records its investment on the equity method as shown below: 


Adjusted cost at February 28, 1974 . $17,898 

Transactions during the five months ended July 31, 1974; 

Share of loss . (4,970) 

Amortization of excess of cost over net worth at date of acquisition . (454) 

Adjusted cost at July 31, 1974 . $12,474 


At July 31, 1974, the net unamortized difference between cost and net worth at date of acquisition was 
$13,778. 


(5) Fixed Assets and Related Depreciation and Amortization: 

The fixed asset accounts, the related accumulated depreciation and amortization and the estimated 
useful lives are as follows: 



Cost 

Accumulated 

depreciation 

and 

amortization 

Estimated 

useful 

lives 

(years) 

Machinery and equipment . 

$926,930 

244,941 

10-15 

Office furniture and equipment. 

119,299 

23,600 

15 

Land and buildings. 

32,677 

1,302 

25 

Leasehold and leasehold improvements. 

343,752 

196,253 

Life of lease 


$1,422,658 

466,096 



(6) Bank Loan: 

The company has a $500,000 line of credit with a bank. The bank loan bears interest at 1% above 
prime and the company has agreed to maintain compensating cash balances equal to 10% of the 
outstanding debt plus 10% of the total line of credit. At July 31, 1974, such compensating balances 
amounted to $90,000. 


(7) Factoring Agreement: 

The company has a factoring agreement whereby all trade accounts receivable approved for credit 
purposes by the factor are assigned with absolute ownership to the factor. The agreement provides 
for a factor s commission on assigned accounts and interest on past-due accounts and on advances made by 
the factor to the company over the amount of receivables assigned. 

The amount shown in the consolidated balance sheet as due to factor includes allowances for sales 
returns of $90,000. 

The factor is a subsidiary of a stockholder of the company. Management believes that amounts 
charged for interest and other services during the period were at rates comparable to those charged by 
other factors. 
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LORD JEFF KNITTING CO., INC. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS— (Continued) 


(8) Long-term Notes Payable; 

Note payable to former owner, due in semiannual instalments of $44,444 
plus 6% annual interest on the unpaid balance. 

Note payable, due in installments through 1977 plus interest at 6% on 
the unpaid balance . 


Less current portion 


$533,334 

103,650 

636,984 

117,538 

$519,446 


The covenants of the note agreement with the former owner require the company to maintain stock¬ 
holder s equity at least equal to the outstanding unpaid balance of the note. In the event of an unremedied 
default relating to payments on the note, maintenance of equity or submission of financial information, the 
noteholder may declare all unpaid principal and interest due and payable. Two oflBcers of the company 
entered into a separate agreement pledging a total of 85,000 shares of their stock in the company to the 
noteholders as additional security for the loan. 

In May 1973, the company’s subsidiary purchased land, buildings and machinery from one of the 
company’s major suppliers. The purchase price for these asets was $225,000, of which $90,000 was paid in 
cash at the closing and the balance in notes as shown above. 


(9) Stockholders’Equity; 

Transactions (none this period) in the capital accounts are summarized as follows: 

_Capital stodc, $.01 par_ 

Common Class A Class B 

Issuance of 112,500 shares at $2 and 200,000 shares 
at $5, net of costs incurred in connection with 

private placement. $3,125 $ $ 

Sale of options to purchase 65,000 shares (see note 
10 ) . - — — 

Issuance of 125,000 shares at $4, net of costs incurred 

in connection with private placement . — 1,130 120 

$3,125 $1,130 $120 


The Class A stock is identical in all respects to the outstanding common stock of the company, except 
that it will be entitled to a liquidation preference. Class B stock is identical to Class A stock except that 
it has no voting rights. The liquidation preferences of Class A and B stock will terminate at any time after 
the holders of Class A stock and Class B stock shall have been oflFered the opportunity to have their shares 
included in an eflFective registration statement, under the Securities Act of 1933. 

The holders of Class A stock or Class B stock may request an exchange of such shares for an equal 
number of shares of common stock of the company and the filing of a registration statement with the 
Securities and Exchange Commission of all or any part of such common shares. If such a request is made, 
the company, upon subsequent approval of at least 40% of the remaining Class A and Class B shareholders, 
is obligated to promptly file a registration statement with respect to all such common shares. The company 
would bear all expenses of the registration. 


Capital 
paid in 
excess 
of par 


$1,203,224 

650 

457,185 


$1,661,059 
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LORD JEFF KNITTING CO., INC. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS — (Continued) 


(10) Stock Options: 

The company’s Qualified Stock Option Plan allows the stock option committee, consisting of three 
members of the board of directors, to grant key employees options to purchase common stock at prices 
equal to the fair market value of the stock at the time the options are granted. No options shall be granted 
date of grant. No options may be exercised until an optionee has remained in the continuous employ of 
subsequent to July 6, 1980 and options granted shall continue in eflFect for a period of five years after 
the company or a subsidiary for two years. The company has reserved 15,000 shares of common stock 
for issuance under this plan. As of July 31, 1974, options to purchase 7,500 shares of common stock have 
been granted under this plan at $5 per share. 

In addition, on July 7, 1970, the company granted options to purchase 65,000 shares of common stock to 
its investment advisor and tM^o oflBcers at a price of $5 per share. These options were granted for an 
aggregate consideration of $650. The options are exercisable in whole or in part on or before July 15, 1977. 


(11) Pension Plan: 

The Company’s insured pension plan, which began on November 1, 1972, covers substantially all of its 
employees. The pension expense was $26,237 for the five months ended July 31, 1974. The Company’s 
policy is to fund pension cost accrued by making contributions to a deposit administration fund, from which 
annuities will be purchased as employees retire. There are no vested benefits until an employee has been 
in the plan for more than five years. 


(12) Provision for Income Taxes: 

The provision for income taxes includes the following: 


Federal income tax . $144,000 

New York State franchise tax. 5,000 

New York City general corporation tax . 4,000 

New Jersey State corporation business tax. 12,000 


$165,000 

The total provision includes deferred income taxes of $4,250 arising from timing differences in con¬ 
nection with the depreciation of fixed assets. Investment tax credits, amounting to approximately $900, have 
been applied to reduce current Federal income tax expense under the “flow-through” method. 


(13) Earnings per Common and Common Equivalent Share: 

Earnings per common and common equivalent share is based on the average number of such shares 
(437,500) outstanding during the period. Common share equivalents consist of the Class A and Class B 
stock more fully described in note 9. 

The outstanding options to purchase 72,500 shares of stock (see note 10) are not considered since their 
effect would be antidilutive. 


(14) Lease Commitments: 

The company occupies certain manufacturing facilities and sales offices and uses certain equipment 
under lease arrangements. The rental expense for the five months ended July 31, 1974 was $73,519. 
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LORD JEFF KNITTING CO., INC. AND SUBSIDIARIES 


NOTES TO FINANCIAL STATEMENTS — (Continued) 
A summary of noncancellable long-term lease commitments follows: 


Period 

ending 

July 31 

Real 

property 

Equipment 

Total 

1975 . 

. $143,480 

20,400 

163,880 

1976 . 

. 140,105 

9,350 

149,455 

1977 . 

. 125,720 

— 

125,720 

1978 . 

. 125,720 

— 

125,720 

1979 . 

. 125,720 

— 

125,720 

1980-1984 . 

. 460,972 

— 

460,972 

1985-1988 . 

. 330,525 

=^= 

330,525 


All leases expire prior to July 31, 1988. Real estate taxes, insurance and maintenance expenses are 
obligations of the company. It is expected that in the normal course of business, leases that expire will be 
renewed or replaced by leases on other properties. 
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